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ENERGY, DEPARTMENT OF
Gail T. Young, CPA, has been appointed Controller of the U.S. Department of
Energy, according to a recent DOE news release. Formerly a senior finan­
cial management executive at the U.S. Department of Transportation, Ms. Young 
will be responsible in her new position for the effective utilization of 
DOE's financial resources. She will report directly to Martha Hesse, Assis­
tant Secretary for Management and Administration. Ms. Young has been a mem­
ber of the AICPA since 1964.
FEDERAL RESERVE BOARD
Accounting rules designed to require banks to amortize certain fees for loans
over the life of the loan were adopted on 3/21/84, by the FRB. The Fed was
required, under Section 906 of the International Lending Supervision Act of 
1983, to promulgate accounting rules to assure that fees charged for re­
structuring foreign loans be amortized over the life of the loan. The rules 
adopted in the open meeting vary somewhat from those proposed last month 
in that the proposal did not differentiate between fees related to restructed 
loans and fees for all other international loans. The adopted rules define 
"restructured international loan" on two criteria. First, the borrower "must 
be a resident of a foreign country experiencing a generalized inability of 
public and private sector obligors to meet their external debt obligations 
on a timely basis because of a lack of or restraints on the availability of 
foreign exchange in that country." Second, the terms of the loan have been 
revised to "extend the schedule of payments originally contracted, or to re­
duce stated interest, or the restructuring has taken the form of provision 
of new funds to the benefit of the borrower that has the same effect as 
extending the schedule of payments or reducing stated interest on the original 
loan."
SECURITIES AND EXCHANGE COMMISSION
Recent activities in the development of international accounting and reporting
standards, including efforts to harmonize such standards, will be discussed
at a 3/26/84 SEC open meeting (see the 3/22/84 Fed. Reg., p. 10772). The 
meeting will include representatives of the International Accounting s t a n d ­
ards Committee. The meeting is scheduled to begin at 3 p.m. in the Commission 
Meeting Room, Rm. 1C30, 450 Fifth Street, N.W., Washington, D.C. For additional 
information, contact Bruce Kohn at 202/272-3195.
SUPREME COURT
Tax accrual workpapers prepared by a corporation's independent certified public
accountant in the course of regular financial audits are not protected from
disclosure in response to an Internal Revenue Service summons issued under
Section 7602 of the Internal Revenue Code of 1954, according to a unanimous 
opinion of the U.S. Supreme Court delivered by Chief Justice Warren Burger 
on 3/21/84. In 1975, the IRS began a routine audit to determine the income 
tax liability of the Amerada Hess Corporation, for the tax years 1972 through 
1974. When the results of the audit revealed payments from a "special dis­
bursement account," the IRS instituted a criminal investigation of the corpora­
tion's tax returns. In that process, the IRS issued an administrative summons 
to the corporation's auditors, Arthur Young and Company, to make available to 
the IRS all its Amerada Hess files, including its tax accrual workpapers. 
Amerada Hess instructed its auditors not to comply. The IRS commenced action
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in a U.S. District Court which refused to recognize an accountant-client 
privilege that would protect the workpapers. The District Court ordered the 
summons enforced. The U.S. Court of Appeals, Second Circuit, divided on the 
issue, and agreed that the tax accrual workpapers were relevant to the IRS 
investigation, but held that the public interest in promoting full disclosure 
to public accountants, and in turn ensuring the integrity of the securities 
markets, required protection for the work of such independent auditors for 
publicly owned companies.
In deciding U.S. v. Arthur Young and Co. et al, the U.S. Supreme Court 
said that: "The tax accrual workpapers are relevant within the meaning of 
Section 7602"; "The tax accrual workpapers are not protected from disclosure 
under Section 7602"; "There are no such unambigious directions that would 
justify a judicially created work-product immunity doctrine for tax accrual 
workpapers summoned under Section 7602"; "In light of Couch v. U.S., 409 
US 322, which held that no confidential accountant-client privilege exists, 
the Court of Appeals’ creation of a work-product privilege was misplaced and 
conflicts with Congress’ clear intent"; "An independent certified-public ac­
countant performs a different role from an attorney whose duty, as his client's 
confidential adviser and advocate, is to present the client's case in the 
most favorable possible light. In certifying the public reports that depict 
a corporation's financial status, the accountant performs a public responsibi­
lity transcending any employment relationship with the client, and owes alle­
giance to the corporation's creditors and stockholders, as well as to the 
investing public."
The Supreme Court also concluded that "the integrity of the securities 
markets will not suffer absent seme protection for accountants' tax accrual 
workpapers. The independent auditor's obligation to serve the public interest 
assures that the integrity will be preserved, without the need for a work- 
product immunity for such workpapers." Finally, the Court said that the en­
forcement of an IRS summons for accountant's tax accrual workpapers does not 
give the IRS an unfair advantage in negotiating and litigating tax controversies 
"Since the SBC or a private plaintiff in securities litigation would be en­
titled to obtain the tax accrual workpapers at issue, there is no good reason, 
in light of Section 7602's broad Congressional command, for conferring lesser 
authority upon the IRS."
The American Institute of Certified Public Accountants expressed "grave 
concern over the Supreme Court decision giving the Internal Revenue Service 
access to the records of independent auditors who evaluate a company's provi­
sion for tax liabilities," in a release made public on 3/22/84. The AICPA's 
Chairman, B.Z. Lee said, "Despite the Court's contrary view, a client is 
not likely to share all of its thoughts with the auditor if they can be 
obtained by the IRS. Therefore, the auditor may not be in a position to 
properly evaluate the adequacy of the tax liabilities, and disclosures of 
tax contingencies, in the client's financial statements." He continued by 
saying that "In the past these have always been considered the private 
thoughts of the client and auditor, not something to which the IRS should 
have ready access." The Institute's Chairman also said: "The Supreme Court's 
view, that the independent auditor's responsibility to the public transcends 
any relationship to the company client, overlooks the fact that the audit 
function requires a candid and confidential exchange of information between 
the auditor and his client. We cannot allow these accountant-client relation­
ships to be destroyed; they are important to the candid discussion with clients 
and proper disclosure in financial statements. Since the Court has not offered 
a judicial remedy, we may be obliged to seek legislative relief."
-3-
SPECIAL: AICPA TESTIFIES ON THE "SINGLE AUDIT ACT OF 1984"
"The concept of annually auditing the financial statements of a recipient
entity on an organization wide basis rather than auditing individual
grants is preferable/' according to 3/20/84 testimony by the AICPA on
H.R. 4821, the "Single Audit Act of 1984." Appearing on behalf of the 
AICPA's Task Force on Single Audit Legislation was its Chairman, Thomas R. 
Hanley, accompanied by Cornelius E. Tierney, Chairman of the AICPA Task 
Force on Guidelines for Financial and Compliance Audits of Federally Assisted 
Programs. Other witnesses before the hearing of the House Government Opera­
tions Subcommittee on Legislation and National Security were Rep. Thomas 
Carper (D-DE) , Comptroller General Charles A. Bowsher, Richard P. Lusserow, 
Inspector General, U.S. Department of Health and Human Services, and Joseph P 
Welsch, Inspector General, U.S. Department of Transportation. Some of the 
points raised by Mr. Hanley in his testimony included support for the $100,000 
federal assistance threshold which would trigger the single financial and 
compliance audit of an entity; establishment of a compliance guide as the 
basis for conducting compliance tests; a mechanism to appeal a decision by 
a federal agency should be provided to recipients; that the cost of auditing 
federal programs should be changed to the federal programs if documented; 
and, the materiality threshold for a major federal assistance program may 
require adjustment. Urging consideration of costs of audits, Mr. Hanley 
also suggested that H.R. 4821 "clearly specify those institutions that are 
intended by Congress to be covered by this legislation."
For additional information, please contact Gina Rosasco, Nick Nichols, 
Stephanie McCarthy or Kathee Baker at 202/872-8190.
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